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In the year 1905 a dispute between officials of a great life insurance 
company led to disclosures which resulted in the investigation of all 
life insurance companies incorporated under the laws of New York 
State by a committee of the New York Legislature, of which Senator 
Armstrong was chairman. The publicity given to certain bad practices 
which had grown up in the conduct of the great companies suggested 
to the active minds of a large number of promoters in all parts of 
the country the possibility of organizing local life insurance companies 
and selling their stock to the public. As a class these promoters were 
thoroughly unscrupulous. Knowing that the record of profits for stock 
holders made many years before by certain life insurance companies 
(mainly industrial) could never be duplicated or even approached by 
any new life insurance company under wholly different conditions of 
competition and under laws requiring the payment of substantial 
surrender values, which laws had not been operative at the time the 
earlier companies secured their great start toward prosperity, they, 
nevertheless, exploited the profits made by stockholders of those com- 
panies and thus secured subscriptions for an astonishingly large sum, 
representing the capital and surplus of over two hundred life insurance 
companies. Without taking into account many concerns which never 
completed organization and dealing only with those that began busi- 
ness, the tabulation herewith presented shows that about seventy-three 
million dollars was actually secured from these subscribers to stock; 
and at a very modest estimate, enough more was obtained from them 
and retained by the promoters, without these particular funds appear- 
ing in the accounts of the insurance companies, to bring the sum total 
up to more than eighty million dollars. 

These subscribers were led to believe that their investment would 
be unusually safe and remunerative. In most cases hopes of fabulous 
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profits were held out to them by the promoters. The details presented 
herewith show truthfully the actual results from the stockholders' 
point of view of these promotions. 

In all we present in this pamphlet the statistics of two hundred 
and eight insurance companies, all organized during the decade begin- 
ning January 1, 1905, and ending December 31, 1914. Of these, fifty-five 
retired from business before the end of 1914, and eleven more went 
out of business in 1915, leaving one hundred and forty-two companies 
in business at the time this article is written, December, 1915, out of 
a total of two hundred and eight which actually organized and began 
business. It is interesting to note the progress of the movement as 
reflected in the number of companies organized each year, and the 
degree of vitality shown by these companies, indicated by the following 
table : 

Total No. In Busi- 
Year. Organized ness. Retired. 

\905 12 6 6 

1906 28 20 8 

1907 27 17 10 

1908 12 8 4 

1909 26 16 10 

1910 32 21 11 

1911 30 19 11 

1912 17 14 3 

1913 17 15 2 

1914 7 6 1 



208 142 66 

The companies still doing business collected, according to their 

accounts, $33,720,727.00 capital and $25,868,157.00 surplus. Adding 

10 per cent, as a very low estimate of the amount of money paid out 

by stockholders, which was retained by the promoters and not recorded 

in the companies' accounts, would make the total contributions of the 

stockholders to the surplus of these companies about thirty-one million 
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dollars. At the end of 1914 these companies had remaining $11,462,- 
133.00 surplus, indicating a loss of about twenty million dollars. To 
this sum should be added the loss of interest on the very large amount 
invested, which at 5 per cent, would average probably $1,500,000.00 per 
annum for the ten years, against which these stockholders received 
during the entire ten year period dividends amounting to only $2,647,- 
608.00. It follows that on the basis of their own statements as of 
December 31, 1914, at a very modest estimate the loss of surplus and 
interest to these stockholders through their investments in these 
companies (and it must be remembered that we are now speaking 
only of those that are still in business) is upward of thirty-five million 
dollars. The only offset to these losses is the value of the insurance 
business which these companies had in force at the end of the period 
under review, namely, $1,234,273,711. The value of such business 
varies greatly, depending upon its age, kinds of policies issued, the 
degree of care exercised by the medical department, the adequacy 
of the premiums charged and many other factors. Certainly it would 
be unsafe to assume a greater value for this business than $10.00 per 
thousand dollars of insurance. On that basis the stockholders might 
consider that they had a total value which does not appear in the 

statements amounting to, say, twelve million dollars, and if this 
assumption is correct then their absolute net loss, is at least twenty- 
three million dollars — a striking contrast to the optimistic representa- 
tions made by the promoters at the time these companies were floated ! 
Turning now to the companies which have already given up the 
ghost, sixty-six in number, our tables show that the stockholders 
of the fifty-five which ceased business before December 31, 1914, 
paid in $8,167,337.00 capital and $7,012,675.00 surplus. Adding as 
before 10 per cent, for the amount retained by the promoters, and not 
appearing in the companies* accounts (in this case undoubtedly a 
very low estimate) it is apparent that these stockholders contributed 
to the surplus of their companies over $8,500,000.00. It has been 
difficult to ascertain accurately the amount of surplus remaining at 
the time these numerous companies retired, but every effort has 
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been made to secure the best possible information on this point, and 
our tabulation shows that of these eight and one-half million dollars 
contributed by the stockholders for the surplus of these companies, 
onty about three-fourths of a million reriMmed when they quit business. 
This group of companies, moreover, made a particularly poor showing 
in the matter of dividend payments. The whole group during the 
course of their activities, extending in many cases over a considerable 
number of years, paid their stockholders only $89,335.00 dividends. 
Interest at 5 per cent, upon the actual investments in these companies 
would average at least $500,000 a year for the whole period, taking 
into account the fact that not all the companies were in existence 
during the whole period, so that the stockholders got, all told, during 
the entire period less than one-fifth of a reasonable interest return 
for a single year ! 

The stockholders of the eleven companies which retired in 1915 
contributed $1,634,275 capital and $1,135,146 surplus to their treas- 
uries; and as nearly as we can estimate, at the time of their retire- 
ment all of this surplus and about $250,000 of the capital had been 
used up. These eleven companies averaged four years of active life ; 
a reasonable assumption of a fair interest return to the stockholders 
is $550,000, against which can be credited dividends of only $70,000, 
paid by two companies at the expense of their surplus. 

Recapitulating these figures and calculations, we find that the 
stockholders of the entire group of two hundred and eight companies 
invested about eighty million dollars in their "securities ;" that upon 
the basis of their own statements these stockholders have lost about 
forty-eight million dollars through shrinkage of surplus and loss of 
interest; and that even after making full and liberal allowance for 
the value of the business placed upon their books, the absolutely net 
loss through this ill-advised wave of speculation is at least thirty-five 
million dollars^ 

In presenting the figures showing the surplus remaining we have 
given full credit for certain arbitrary increases in the book value of 
real estate owned by numerous companies. By purchasing real estate 
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and then marking up its value on their books the one hundred and 
forty-two companies still remaining in business added $1,548,559.00 to 
their claimed surplus at the end of the period under review. The 
importance of this is apparent from the fact that the aggregate surplus 
of all the one hundred and forty-two companies at that time was only 
$11,462,133.00. In some cases these increases have been justified; 
in others they reflect merely desperate efforts to stave off approaching 
insolvency. 

The reasons for the generally bad showing are readily apparent 
to anyone familiar with life insurance history and present-day condi- 
tions in the life insurance world. Among the principal causes of the 
loss of surplus are heavy organization expenses and heavy management 
and field expenses after organization was completed, but the chief 
difficulty with which these companies have had to contend is the 
obtaining of properly equipped men for their management. Most of 
the men who have undertaken to operate these companies are far too 
inexperienced to make their success at all probable. Another difficulty, 
and a very serious one encountered by these companies is the securing 
of proper field representatives. A successful life insurance agent, 
well established with some old company of unquestioned financial 
strength and irreproachable record, cannot be induced to give up such 
a connection to take on the agency of one of these newer companies. 
In consequence the agents which these smaller companies secure are 
very frequently of inferior caliber both mentally and morally, and to 
attract even this type of agent the smaller companies are compelled 
to pay more for their business than the older companies. 

It is, however, well worthy of the consideration of every student 
of life insurance affairs that in spite of these handicaps, so large a 
number of companies have established themselves more or less securely 
and that among them they have written a volume of life insurance 
so large as to command respectful attention. Moreover, among 
these companies are found here and there individual institutions which 
have made records justly entitling them to unreserved commendation, 
as will be seen from our reports upon them. 
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In considering the tables oil the following pages, readers are 
requested to keep the following facts in mind : 

Years in which no capital or surplus was collected are omitted 
from the tabulation. 

Transfers from capital to surplus are shown as surplus received 
during the year that the transfer was effected. 

In the "surplus remaining" column where the capital was impaired, 
a footnote to that effect is shown. In the totals we have deducted 
the total capital impairments from the surplus remaining to show the 
true net sum. held for the protection of the policy-holders. 

We caution our readers that the figures shown in this table are 
not in themselves conclusive evidence of the efficiency of management 
of individual companies. ' Our complete reports should be read in con- 
nection with these figures. Thus, some companies may show a con- 
siderable volume of business in force in proportion to the surplus 
expended in development, but this may have been accomplished by 
the use of bad "high pressure" schemes. Other companies present 
accounts so involved that it is impossible accurately to ascertain 
how much surplus was paid in by the stockholders, because of the 
employment of fiscal agents, subsidiary concerns, etc. Again, some 
companies write deferred dividend business and set up no reserves 
for dividends provisionally accumulated thereunder, and this makes 
the surplus appear larger than it actually is. 
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